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Efficiency wage model attract widespread interest because it offers 
simple and microeconomic explanations in the labor market. Efficiency 
wage theories are widely used to explain the obvious excess of the real 
wage over the marginal cost of labor. In the efficiency wage model, firms 
choose to pay high or wage to reduce turnover, eliminate sloth, increase 
morale or enhance productivity. In other words, in the efficiency wage 
model, worker’s effort depends on own wages relative both to wages of 
other works in the firm and to similar workers in other firms. Worker’s 
effort function reaches a maximum value when the wage paid equals the 
fair wage. Therefore, equality is an important principle for compensation 
management issue. The organization designs high rate variable 
compensation, and gives compensation level better than other competitors. 
Therefore, increasing compensation satisfaction would raise the 
opportunity costs, lower turnover and enhance performance of the key 
persons in the organization. 
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